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papers either at the offices of the cred-
it union or at a mutually agreeable lo-
cation, for purposes of inspecting such
working papers.

(f) Sanctions. (1) Failure of a super-
visory committee and/or its independ-
ent compensated auditor to comply
with the requirements of this section,
or the terms of an engagement letter
required by this section, is grounds for:

(i) The regional director to reject the
supervisory committee audit;

(ii) The regional director to impose
the remedies available in § 701.13, pro-
vided any of the conditions specified in
§ 701.13 is present; and

(iii) The NCUA to seek formal admin-
istrative sanctions against the super-
visory committee and/or its independ-
ent, compensated auditor pursuant to
section 206(r) of the Federal Credit
Union Act, 12 U.S.C. 1786(r).

(2) In the case of a federally-insured
state chartered credit union, NCUA
shall provide the state regulator an op-
portunity to timely impose a remedy
satisfactory to NCUA before seeking to
impose a sanction permitted under
(f)(1) of this section.

(g) Federal credit union compensated
auditors, performing audits for super-
visory committees, must be independ-
ent of the credit union’s employees,
members of the board of directors, su-
pervisory and credit committees and/or
the credit union’s loan officers, and
members of their immediate families.
‘‘Members of their immediate families’’
means a spouse, or a child, parent,
grandchild, grandparent, brother or sis-
ter, or the spouse of any such individ-
ual.

(h)(1) The verification of members’
accounts shall be made using any of
the following methods:

(i) A controlled verification of 100
percent of members’ share and loan ac-
counts;

(ii) A sampling method that provides
a random selection that is expected to
be representative of the population
from which the sample was selected,
which will allow the auditor to test
sufficient accounts in both number and
scope to provide assurance that the
General Ledger accounts are fairly
stated in relation to the financial
statements taken as a whole. When the
auditor concludes that evidence pro-

vided by confirmations alone is not suf-
ficient, additional procedures should be
performed. That sampling procedure
must provide each dollar in the popu-
lation an equal chance of being se-
lected;

(iii) Independent, licensed, certified
public accountants are provided the ad-
ditional option of sampling members’
accounts using nonstatistical sampling
methods consistent with applicable gen-
erally accepted auditing standards,
provided the sampling method provides
a selection that allows the auditor to
test sufficient accounts in both number
and scope to provide assurance that the
General Ledger accounts are fairly
stated in relation to the financial
statements taken as a whole. When the
auditor concludes that evidence pro-
vided by confirmations alone is not suf-
ficient, additional procedures should be
performed. Independent, licensed, cer-
tified public accountants will be re-
sponsible for documenting their sam-
pling procedures, and providing evi-
dence to NCUA, if requested, that the
method used is consistent with applica-
ble generally accepted auditing stand-
ards.

(2) Records of those accounts verified
will be maintained and will be retained
until the next verification of members’
accounts is completed.

[50 FR 8710, Mar. 5, 1985, as amended at 58 FR
39433, July 23, 1993; 61 FR 41323, Aug. 8, 1996]

§ 701.13 Requirements for an outside
audit.

(a) A Federal credit union shall ob-
tain an outside, independent audit by a
certified public accountant for any fis-
cal year during which any one of the
following three conditions is present:

(1) The supervisory committee of the
Federal credit union has not conducted
an annual supervisory committee
audit;

(2) The annual supervisory commit-
tee audit conducted did not meet the
audit requirements of § 701.12 including
§ 701.12(h);

(3) The Federal credit union has expe-
rienced serious and persistent record-
keeping deficiencies as defined in para-
graph (c) of this section.

(b) In the case of an audit required
pursuant to paragraph (a) (1) or (2) of
this section, the scope of the outside,
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independent audit conducted by a cer-
tified public accountant must fully en-
compass the requirements set forth in
§ 701.12. In the case of an audit required
pursuant to paragraph (a)(3) of this sec-
tion, the outside, independent audit by
a certified public accountant must be
an opinion audit as that term is under-
stood under generally accepted audit-
ing standards.

(c) As used in paragraph (a)(3) of this
section, persistent recordkeeping defi-
ciencies shall mean serious record-
keeping problems which continue to
exist past a usual, expected, or normal
period of time. Persistent record-
keeping deficiencies shall be considered
serious if the Administration has a rea-
sonable doubt that the financial condi-
tion of the credit union is accurately
and fairly presented in the credit
union’s statements and that manage-
ment practices and procedures are suf-
ficient to safeguard members’ assets.

[54 FR 51383, Dec. 15, 1989, as amended at 61
FR 41326, Aug. 8, 1996]

§ 701.14 Change in official or senior
executive officer in credit unions
that are newly chartered or are in
troubled condition.

(a) Statement of scope and purpose.
Section 212 of the Federal Credit Union
Act (12 U.S.C. 1790a) sets forth condi-
tions under which a credit union must
notify NCUA in writing of any pro-
posed changes in its board of directors,
committee members or senior execu-
tive staff. The regulation only applies
in cases of newly chartered credit
unions and credit unions in troubled
condition.

(b) Definitions. For the purposes of
this section:

(1) Committee member means any indi-
vidual who serves as an official of the
credit union in the capacity of a credit
committee member or supervisory
committee member.

(2) Senior executive officer means a
credit union’s chief executive officer
(typically this individual holds the
title of president or treasurer/man-
ager), any assistant chief executive of-
ficer (e.g., any assistant president, any
vice president or any assistant treas-
urer/manager) and the chief financial
officer (controller). The term ‘‘senior
executive officer’’ also includes em-

ployees of an entity, such as a consult-
ing firm, hired to perform the func-
tions of positions covered by the regu-
lation.

(3) Troubled condition means any in-
sured credit union that has one or a
combination of the following condi-
tions:

(i) Has been assigned
(A) A 4 or 5 Camel composite rating

by the NCUA in the case of a federal
credit union, or

(B) An equivalent 4 or 5 Camel com-
posite rating by the state supervisor in
the case of a federally insured, state-
chartered credit union, or

(C) A 4 or 5 Camel composite rating
by NCUA based on core workpapers re-
ceived from the state supervisor in the
case of a federally insured, state-char-
tered credit union in a state that does
ot use the Camel system. In this case,
the state supervisor will be notified in
writing by the Regional Director in the
Region in which the credit union is lo-
cated that the credit union has been
designated by NCUA as a troubled in-
stitution;

(ii) Has been granted assistance as
outlined under section 116 or 208 of the
Federal Credit Union Act.

(c) Prior notice requirement. An in-
sured credit union shall give NCUA
written notice at least 30 days prior to
the effective date of any addition or re-
placement of a member of the board of
directors or committee member or the
employment or change in responsibil-
ities of any individual to a position as
a senior executive officer if:

(1) The credit union has been char-
tered for less than 2 years; or

(2) The credit union meets the defini-
tion of troubled condition as set forth
in paragraph (b)(3) of this section.

(d) Procedures for notice of proposed
change in official or senior executive offi-
cer. (1) Filing and acceptance. Notices
shall be filed with the appropriate Re-
gional Director. State-chartered feder-
ally insured credit unions shall also
file a copy of the notice with their
state supervisor. The notice shall con-
tain information pertaining to the
competence, experience, character, or
integrity of the individual with respect
to whom the notice is submitted, sub-
ject to the authority of the Regional
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